§ 225.104

12 CFR Ch. II (1–1–10 Edition)

§ 225.104 ‘‘Services’’
under
section
4(c)(1) of Bank Holding Company
Act.
(a) Section 4(c)(1) of the Bank Holding Company Act, among other things,
exempts from the nonbanking divestment requirements of section 4(a) of
the Act shares of a company engaged
‘‘solely in the business of furnishing
services to or performing services for’’
its bank holding company or subsidiary
banks thereof.
(b) The Board of Governors has had
occasion to express opinions as to
whether this section of law applies to
the following two sets of facts:
(1) In the first case, Corporation X, a
nonbanking subsidiary of a bank holding company (Holding Company A),
was engaged in the business of purchasing installment paper suitable for
investment by banking subsidiaries of
Holding Company A. All installment
paper purchased by Corporation X was
sold by it to a bank which is a subsidiary of Holding Company A, without
recourse, at a price equal to the cost of
the installment paper to Corporation
X, and with compensation to the latter
based on the earnings from such paper
remaining after certain reserves, expenses and charges. The subsidiary
bank sold participations in such installment paper to the other affiliated
banks of Holding Company A which desired to participate. Purchases by Corporation X consisted mainly of paper
insured under Title I of the National
Housing Act and, in addition, Corporation X purchased time payment contracts covering sales of appliances by
dealers under contractual arrangements with utilities, as well as paper
covering home improvements which
was not insured. Pursuant to certain
service agreements, Corporation X
made all collections, enforced guaranties, filed claims under Title I insurance and performed other services for
the affiliated banks. Also Corporation
X rendered to banking subsidiaries of
Holding Company A various accounting, statistical and advisory services
such as payroll, life insurance and
budget loan installment account.
(2) In the second case, Corporation Y,
a nonbanking subsidiary of a bank
holding company (Holding Company B,
which was also a bank), solicited busi-

ness on behalf of Holding Company B
from dealers, throughout several adjoining or contiguous States, who made
time sales and desired to convert their
time sales paper into cash; but Corporation Y made no loans or purchases
of sales contracts and did not discount
or advance money for time sales obligations. Corporation Y investigated
credit standings of purchasers obligated on time sale contracts to be acquired by Holding Company B, Corporation Y received from dealers the
papers offered by them and inspected
such papers to see that they were in
order, and transmitted to Holding
Company B for its determination to
purchase, including, in some cases,
issuance of drafts in favor of dealers in
order to facilitate their prompt receipt
of payment for installment paper purchased by Holding Company B. Corporation Y made collections of delinquent paper or delinquent installments, which sometimes involved repossession and resale of the automobile
or other property which secured the
paper. Also, upon request of purchasers
obligated on paper held by Holding
Company B, Corporation Y transmitted
installment payments to Holding Company B. Holding Company B reimbursed Corporation Y for its actual
costs and expenses in performing the
services mentioned above, including
the salaries and wages of all Corporation Y officers and employees.
(c) While the term ‘‘services’’ is
sometimes used in a broad and general
sense, the legislative history of the
Bank Holding Company Act indicates
that in section 4(c)(1) the word was
meant to be somewhat more limited in
its application. An early version of the
bill specifically exempted companies
engaged in serving the bank holding
company and its subsidiary banks in
‘‘auditing,
appraising,
investment
counseling’’. The statute as finally enacted does not expressly mention any
specific type of servicing activity for
exemption. In recommending the
change, the Senate Banking and Currency Committee stated that the types
of services contemplated are ‘‘in the
fields of advertising, public relations,
developing new business, organizations,

186

VerDate Nov<24>2008

08:32 Mar 04, 2010

Jkt 220037

PO 00000

Frm 00196

Fmt 8010

Sfmt 8010

Q:\12\12V3

ofr150

PsN: PC150

Federal Reserve System

§ 225.107

operations, preparing tax returns, personnel, and many others’’, which indicates that latitude should be given to
the range of activities contemplated by
this section beyond those specifically
set forth in the early draft of the bill.
(84th Cong., 2d Sess., Senate Report
1095, Part 2, p. 3.) It nevertheless seems
evident that Congress intended such
services to be types of activities generally comparable to those mentioned
above from the early bill (‘‘auditing,
appraising, investment counseling’’)
and in the excerpt from the Committee
Report on the later bill (‘‘advertising,
public relations, developing new business, organization, operations, preparing tax returns, personnel, and
many others’’). This legislative history
and the context in which the term
‘‘services’’ is used in section 4(c)(1)
seem to suggest that the term was in
general intended to refer to servicing
operations which a bank could carry on
itself, but which the bank or its holding company chooses to have done
through another organization. Moreover, the report of the Senate Banking
and Currency Committee indicated
that the types of servicing permitted
under section 4(c)(1) are to be distinguished from activities of a ‘‘financial,
fiduciary, or insurance nature’’, such
as those which might be considered for
possible exemption under section
4(c)(6) of the Act.
(d) With respect to the first set of
facts, the Board expressed the opinion
that certain of the activities of Corporation X, such as the accounting,
statistical and advisory services referred to above, may be within the
range of servicing activities contemplated by section 4(c)(1), but that
this would not appear to be the case
with the main activity of Corporation
X, which was the purchase of installment paper and the resale of such
paper at cost, without recourse, to
banking subsidiaries of Holding Company A. This latter and basic activity
of Corporation X appeared to involve
essentially a financial relationship between it and the banking subsidiaries
of Holding Company A and appeared
beyond the category of servicing exemptions contemplated by section
4(c)(1) of the Act. Accordingly, it was
the Board’s view that Corporation X

could not be regarded as qualifying
under section 4 (c)(1) as a company engaged ‘‘solely in the business of furnishing services to or performing services for’’ Holding Company A or subsidiary banks thereof.
(e) With respect to the second set of
facts, the Board expressed the opinion
that some of the activities engaged in
by Corporation Y were clearly within
the range of servicing activities contemplated by section 4(c)(1). There was
some question as to whether or not
some of the other activities of Corporation Y mentioned above could meet the
test, but on balance, it seemed that all
such activities probably were activities
in which Holding Company B, which as
already indicated was a bank, could
itself engage, at the present locations
of Corporation Y, without being engaged in the operation of bank
branches at those locations. In the circumstances, while the question was not
free from doubt, the Board expressed
the opinion that the activities of Corporation Y were those of a company engaged ‘‘solely in the business of furnishing services to or performing services for’’ Holding Company B within
the meaning of section 4(c)(1) of the
Act, and that, accordingly, the control
by Holding Company B of shares in
Corporation Y was exempted under
that section.
[23 FR 2675, May 23, 1958. Redesignated at 36
FR 21666, Nov. 12, 1971]

§ 225.107 Acquisition of stock in small
business investment company.
(a) A registered bank holding company requested an opinion by the
Board of Governors with respect to
whether that company and its banking
subsidiaries may acquire stock in a
small business investment company organized pursuant to the Small Business
Investment Act of 1958.
(b) It is understood that the bank
holding company and its subsidiary
banks propose to organize and subscribe for stock in a small business investment company which would be
chartered pursuant to the Small Business Investment Act of 1958 which provides for long-term credit and equity
financing for small business concerns.

187

VerDate Nov<24>2008

08:32 Mar 04, 2010

Jkt 220037

PO 00000

Frm 00197

Fmt 8010

Sfmt 8010

Q:\12\12V3

ofr150

PsN: PC150

